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FOOD PRICES ARE BEING HELD DOWN by low farm prices and the slow rate of inflation, 
which affects food processing and distribution costs. This year, the consumer food price index is 
expected to rise only about 2%-3%, according to USDA economist Ralph Parlett of the 
Economic Research Service. If so, that’s just slightly above last year’s increase, but it’s down 
sharply from annual increases of 9%-12% during 1975-80. 


One major factor in the food price picture is meat, according to Parlett. Beef and veal prices 
were down in the first 5 months of the year, reflecting large supplies. Supplies should remain 
large this summer, and retail beef prices are expected to be fairly stable. However, low cattle 
prices and poor financial conditions have caused producers to reduce the nation’s cattle herd since 
1982. This year’s beginning inventory was the lowest since 1963. As a result of the smaller 
inventory, beef production is expected to decline later this year. Production in the fourth quarter 
may be 6% smaller than a year ago, and retail beef prices may increase 4%-5% above this 
summer’s prices. 





“We've also had large supplies of pork during the first half of the year,”’ Parlett says, “partly 
because financial difficulties have caused producers to sell hogs that otherwise may have been 
retained for the breeding herd.” As a result, the inventory of pigs and hogs is currently at an | 1- 
year low, and pork supplies have tightened up, and will remain tight for the rest of the year. 

While pork prices fell in 3 of the first 5 months of the year, they will be sharply higher during the 
rest of the year, the economist says. 





Poultry supplies will be large through the rest of the year, and prices should remain stable. 
“Poultry is filling the gap of smaller red meat supplies,” Parlett says. “Consumers will probably 
add about 3 pounds of poultry to their diets this year at the expense of around 4 pounds of red 
meats.” 





This year’s increase in food prices would have been even lower if it hadn't been for steep 
increases in two items: coffee, up 10% and seafood, up 31%. The severe drought in the primary 
growing areas of South America put pressure on coffee prices, and a fisherman’s strike earlier 
this year in New England caused the problem for seafood. 





Nonetheless, food prices have been increasing at a slower rate than the prices of other items 
consumers buy. Since 1981, food prices have risen by an average 3% a year, compared with 
4.5% for all other goods and services. In fact, 1985 was the seventh consecutive year in which 
food prices increased less than the general inflation rate in the economy. Last year’s increase in 
food costs — at 2.3% — compared with a general inflation rate of 3.6%. 





Grocery store prices generally increase at a slower rate than the prices of foods eaten at 
restaurants, etc. The increased labor and processing costs peg restaurant food price increases 
more closely to the overall consumer price index. And this trend will continue this year. 





Most of the foods that U.S. consumers buy — over four-fifths — are domestically produced 
farm foods. The remaining one-fifth consists of manufactured beverages (mainly soft drinks) and 
imported foods such as coffee, sugar, bananas, and imported seafood. As a result, most of the 
changes in food prices can be largely traced to two factors, Parlett says. Farm prices and supplies 
of domestically produced foods play a key role. More important in most years, however, are the 
costs of processing and distributing foods beyond the farm gate. These costs account for about 
two-thirds of the average food dollar spent in grocery stores. 





Supplies of most domestically produced foods will continue to be ample through the rest of 
this year, Parlett says, and farm prices of livestock and crop commodities are expected to average 
from 1%-3% lower in 1986 than last year. Both factors will keep food price increases down. 








What about the costs of processing and distribution? According to Parlett, there has been very 
little increase in marketing costs this year, mainly because of lower crude oil prices and reduced 
energy costs. “This has affected most of the components of the food marketing process,” he 
says, “from manufacturing the materials and packaging, to processing, transportation, and 
refrigerated storage." In addition, labor costs — which can account for about half of all food 
marketing costs — are rising slowly. This is partly because of small wage increases for workers, 
such as retail clerks and meatcutters. 
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which hasn't come close to achieving its ambitious aims. 
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Still Sluggish Despite 
“Food Program” Reforms 


though the effects are still being 

assessed, the Chernoby! nuclear 
accident is not likely to rank high on the list 
of long-term problems facing Soviet agri- 
culture. 


The major shortcomings of Soviet agri- 
culture tend to persist after individual inci- 
dents, like Chernobyl, are forgotten, say 
USDA analysts who monitor the USSR's 
farm and food sectors. 


Today, these shortcomings can be seen in 
the Soviet “Food Program,” which was 
adopted in 1982 and hasn't come close to 
achieving its ambitious aims. 


After climbing to an impressive 237 million 
metric tons in 1978, Soviet grain production 
has stagnated in the range of 160-190 mil- 
lion tons a year. Russian farmers did chalk 
up a record in overall agricultural output in 
1983, but favorable weather was largely the 
reason. 


The Soviet Food Program had its origins in 
the slow growth and rapidly rising costs of 
production in agriculture during the 1970's, 
says economist Robert Koopman of 
USDA's Economic Research Service. 
“Moreover, the U.S. grain embargo of 1980 
moved the Russians to seek increased self- 
sufficiency in agricultural production, par- 
ticularly in grains.” 


Midway through the Food Program, though, 
the Soviets are still not meeting their targets 
for increased food production. 


“Soviet agricultural performance from 1981 
to 1985 was the most disappointing in 
recent history,” says Koopman. “Significant 
shortfalls were especially evident in grains.” 


Grain production during the 11th Five-Year 
Plan (FYP), from 1981 to 1985, fell below 
output of the two preceding FYP's. On aver- 
age, production was below target by 62 mil- 
lion metric tons annually, or more than 300 
million tons over the entire 5-year period. 


Rising Grain Imports 

Grain imports, Koopman says, averaged 42 
million tons annually—nearly twice that of 
the 10th FYP (1976-80) and triple the 9th 
FYP (1971-75) figure 


“Grain'’s share of the total value of agri- 


he U.S. grain embargo of 1980 
moved the Russians to seek 
increased self-sufficiency in 
farm production. 


= 


cultural imports increased from 24 to 35 
percent between the 9th and 11th Five-Year 
Plans,” he says. “Despite the heavy 
imports, total grain availability declined.” 


Koopman says the shortfall is likely to con- 
tinue in the current, 12th FYP (1986-90). 
“Grain production is estimated to have aver- 
aged 178 million metric tons a year during 
the 11th FYP, requiring a growth of 7.2 per- 
cent annually to reach the 1990 target of 
250 to 255 million metric tons. Even if the 
Soviets had managed to attain average 
grain production in the 205 million metric 
ton range, as they did during the 10th FYP, 
growth would have to average 4.3 percent a 
year for the next 5 years to reach the 1990 
target.” 


He notes that the highest growth rate 
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achieved in the last 15 years was the 2.5- 
percent rate reached in the 10th FYP. 


‘Although consistently good weather would 
improve Soviet grain production, many 
other factors such as continued problems 
with soil fertility, poor organization and 
management of farms, and untimely deliv- 
eries of necessary inputs—which are often 
of poor quality—suggest that the 12th FYP 
grain target is overly ambitious.” 


Meat, milk, and egg production fared some- 
what better, coming closer to fulfilling FYP 
plans. Even so, meat production is targeted 
at 21 million metric tons for 1990, requiring 
4.2-percent annual growth over 1985's pro- 
duction level. 


“With recent growth averaging under 2 per- 
cent per year,” says Koopman, “the 1990 
target currently appears unattainable.” 


He is more optimistic that goals for milk and 
egg production will meet the targets. 


“The 1990 target level for milk of 104 million 
metric tons appears reasonable, calling for 
only a 1.3-percent increase annually. And 


Soviet Grain Production Remains Well Below the 1978 Record... 


Million metric tons 





250 


Grain production * 














1972 74 76 


—y 
80 82 84 85 


* Grain includes wheat, corn, barley, oats, and rye. 1981-85 are USDA estimates because the Soviets stopped publishing figures 


Photo courtesy of SOVFOTO. 
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egg production should easily reach the 
1990 target of 80 billion eggs.” 


Clearly, Koopman says, the Soviets “did not 
come close to attaining the Food Program 
goal of agricultural self-sufficiency during 
the 11th FYP. At the same time, the Soviet 
people aren't starving. And agriculture’s 
poor performance from 1981 to 1985 has 
been partly offset by a 57-percent increase 
in agricultural commodity imports.” 


According to Koopman, the Soviets had 
high hopes for the Food Program, which 
outlines the organizational and economic 
policy for agriculture and related sectors 
through 1990. 


The Food Program mandates a major 
restructuring of responsibilities to decentra- 
lize agricultural decisionmaking (to a 
degree) and encourage individual initiative 
at the farm level. 


Despite such changes, Koopman says, 
“rising production costs and slow growth in 
per capita production of many agricultural 
products remain the rule today. Poor coordi- 
nation and cooperation between agriculture 
and its allied sectors continue.” 


Fine-Tuning Not Enough 
The trouble, Koopman says, lies with the 
lack of substantial reforms. 


“The Soviets are attempting to fine-tune the 
present system,” he says, “when what may 
be needed is an entire overhaul or a new 
model built on market-based incentives.” 


Why do Western analysts suggest the mar- 
ket-based model? Because it's a system 
that has spurred agricultural production—in 
China, most recently—says Koopman. 


To begin with, he says, meaningful labor 
incentives are nearly nonexistent because 
quality consumer goods are in short supply 
and worker incomes tend to be equal 
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The Soviet “Food Program” was intended to boost food production and provide a better diet, 


including more meat, to the Soviet people. 


despite differences in ability and effort. 
“The incentive problem affects farm- 
workers, as well as those supplying farm 
inputs and services. Rural wages have 
grown rapidly in the last 25 years, narrowing 
the difference between wages in rural and 
urban areas. But the lack of consumer 
goods and services remains more acute in 
rural areas, hastening the outmigration of 
the most productive workers.” 


Koopman says the Soviets started off on 
the right track, “identifying a number of 
problems inhibiting Soviet agricultural pro- 
duction, including an inflexible bureaucracy 


“Ve ewK oR TEE eT oe 


. .. And the Gap Between Production 
and Five-Year Pian Targets Is Widening 


Actual five-year production 
1,190-1,215 


1971-75 1976-80 1981-85 


* Target figures are official Soviet numbers. 





and lack of worker incentives. Their 
attempts to correct these problems, though, 
do not address the underlying causes, 
which include too centralized decision- 
making and the lack of market-determined 
prices.” 


Instead, he continues, “the Food Program 
adjustments occur at the margin, trying to 
better the existing system. Hence, the 
changes can bring about only marginal 
improvements in agricultural performance. 
Thus far, even the slight improvements have 
been undermined by slow and inconsistent 
adoption of the Food Program's structure 
and policies.” 


Koopman goes on to say that “there is little 
evidence that the Food Program’s man- 
dates have significantly bettered manage- 
ment, planning, and decisionmaking. There 
is still little or no profit incentive for man- 
agers to introduce technological changes. 
Although the Soviet government increased 
procurement prices for many agricultural 
commodities in January 1983, resulting in 
increased farm profits that year, the effects 
of improved profitability tend to be short 
lived in the Soviet Union.” 


At least one aspect of the Food Program 
does appear to be on schedule. 


“The policy of increased investment in rural 
areas to develop and improve housing, 
cultural facilities, and schools seems to be 
working well and should help slow the 
exodus of highly productive workers from 
the countryside and raise overall labor pro- 
ductivity in agriculture,” says Koopman. 


Imbalance in Investment 
But the Soviets have not shifted their overall 
agricultural investments in a balanced way, 





despite the Food Program's call for just 
such a move. 


“The program emphasizes the need to 
increase the share of investment going to 
the agricultural input and processing sec- 
tors,” he says. “If these two sectors remain 
underdeveloped, they will likely hinder over- 
all agricultural development. Even if Soviet 
investment policies succeed in raising out- 
put at the farm level, the increased food 
production will never reach the consumer 
without the equipment and the processing 
centers to handle a larger harvest.” 


Although Koopman isn’t suggesting it will 
soon happen, he says that Soviet adoption 
of some modest market incentives—per- 
haps on the Chinese model—would result 
in significant gains. 


“Under these conditions, the Soviet Union 
would certainly produce a wider variety of 
higher quality agricultural products, though 
they would probably be sold to the public at 
much higher prices,” Koopman says. “And if 
amarket economy was fully implemented in 
the Soviet farm sector, one might expect a 
substantial number of the currently operat- 


Committed to the Status Quo 


With the success of the market-ori- 
ented farm sectors in the West, and 
the remarkable results of China's agri- 
cultural reforms, why have Soviet 
planners been unwilling to consider a 
major overhaul? 


“The commitment of the Soviet lead- 
ership and its people to the current 
system should not be underestimated,” 
Says economist Robert Koopman. 
“Soviet agricultural production costs 
are not excessively high simply 
because of rigid centralized planning, 
but also because of the Soviet commit- 
ment to regional development and 
income equality.” 


He says “farms operating under 
unfavorable financial conditions are 
heavily subsidized through higher pro- 
curement prices for their production. 
These farms, which would either go 
out of business or exist on the margin 
with very low incomes in a market 
economy, are a heavy drain on the 
Soviet economy. It is unlikely that 
these farms—or their advocates in the 
Communist Party—would favor reforms 
that could effectively bring about their 
demise or dramatically decrease their 
income.” 


Koopman notes that “it is not just the 
weak farms that have strong reasons to 
resist market-type reforms. Mosi farm 
and enterprise managers have 


acquired the necessary skills to oper- 
ate under the current centralized 
system, and have never operated in a 
market system. The uncertainty of a 
‘do or die’ market environment is not 
likely to appeal to them. Resistance is 
also likely from the many bureaucratic 
layers used to keep the current system 
operating. Because most of these posi- 
tions exist solely as a result of a 
centralized system, any reform involv- 
ing decentralized decisionmaking will 
certainly threaten their positions.” 


Soviet policymakers see an even 
greater impact, says Koopman. 


“From the Soviet perspective, the 
weaknesses of true market-type 
reforms are numerous. They would 
exact potentially high political and 
social costs. These include the possi- 
ble loss of political power for the 
Communist Party, and less control over 
desired economic growth patterns. 
Some economic developments under a 
market-based system, such as greater 
differences of income among people 
and unbalanced regional economic 
development, would certainly conflict 
with long-ingrained socialist beliefs.” 
The Soviet view is that “adjustments to 
the current system are a more reason- 
able and balanced approach to its 
economic difficulties. The Soviet lead- 


ing farms to fail. Many of the geographical 
areas currently being farmed would fall out 
of production as a result of comparative dis- 
advantages.” 


Koopman says “imports would also 
increase, at least in the short term, although 
there would be greater productive efficiency 
in the farmland remaining. This kind of 
trade-off would likely benefit the Soviet 
Union if it could import agricultural com- 
modities at significant savings over its cur- 
rent production costs, and reinvest these 


ership is convinced that it can improve 
economic performance to a satisfac- 
tory degree in the next 5 to 10 years 
without using market-type reforms.” 


“The Russian people,” adds Koopman, 
“are much better off financially than we 
imagine them to be.” 


The Soviet government guarantees 
employment and has been providing 
an improving quality of life. 

“Russian citizens, on average, are 
earning good salaries, and many are 
able to save a substantial share of their 
earnings,” he says. “The government 
is also providing more consumer 
goods. | talked to many people during 
my visit last year. Even though they 
would like more and better things to 
buy, they don’t want to change the 
system.” 


Moreover, he says, Soviet citizens 
“don't necessarily view the current 
system as particularly constraining. It 
has the benefits of providing plentiful 
supplies of major staples, such as 
bread and eggs, at low prices. Nearly 
everyone is guaranteed a place to live, 
and many Russians have money in the 
bank. The fact that there is little politi- 
cal freedom and few high quality 
consumer goods is probably perceived 
as a small price to pay for such 
security.” 
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savings into a modern, market-responsive 
industrial base.” 


Striving for such potential gains represents 
the rational choice from a Western perspec- 
tive, he says. 


Koopman suggests that the Soviet Union 
will likely continue to import sizable quan- 
tities of grain and oilseeds. 


But he says the United States won't neces- 
sarily be the first or largest supplier. 


The Soviets are still smarting from the sud- 
den embargo on U.S. grain sales imposed 


Gorbachev Targets 
Losses, Waste, and 
Lack of Initiative 


Soviet leader Mikhail Gorbachev 
recently announced further plans to aid 
his nation's ailing agriculture. 


Speaking before the country's Commu- 
nist Party Congress, Gorbachev said 
“there is progress, but the lag in 
agriculture is being overcome slowly. It 
is planned to more than double the 
growth rate of farm production and to 
insure a substantial increase in the per 
capita consumption of meat, milk, veg- 
etables, and fruit.” 


Gorbachev said the simplest way to 
meet these goals is to curb losses and 
waste incurred during harvesting, stor- 
age, transportation, and processing. 


Gorbachev also said that “farms will be 
given the opportunity to use, as they 
see fit, all the produce harvested over 
and above” established quotas. 


Economist Robert Koopman says this 
change could spur greater individual 
initiative, boosting farm output. 


“However, for this effort to work effec- 
tively, the production quotas must be 
low enough to allow for substantial 
independent sales,” Koopman says. 
And initially, at least, only fruits and 
vegetables will be covered under this 
decree. 
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U.S. farm exports to the Soviet 
Union are estimated at $1.4 
billion in fiscal 1986, about 55 
percent of the value of 1985 
exports. 





in 1980. Even so, they’re shrewd enough to 
buy from the United States—or any one of 
its competitors—when the price is right. 


“The Soviet market will continue to be 
open, but it can’t be taken for granted,” 
Koopman says. 


At the moment, U.S. soybeans are favored 
by Soviet officials, who have purchased rec- 
ord amounts for delivery this year. Soviet 
Officials also bought 15.8 million tons of 
corn from the United States in the 1985 
fiscal year, far surpassing the minimum 4 
million tons required under a long-term 
agreement between the two nations. 


On the other hand, the Soviets fell more 
than a million tons short of their 4-million- 
ton wheat commitment in 1984/85. 


Overall, Soviet imports of U.S. farm prod- 
ucts were valued at $2.5 billion in fiscal 
1985. That represented about a $30-million 
reduction from the previous fiscal year. 


At a projected $1.4 billion, U.S. farm 
exports to the Soviet Union in fiscal 1986 
are projected at only about 55 percent of 
last year's level. 


“A major reason for the drop in U.S. exports 
is the better than normal Russian grain har- 
vest in 1985,” says Koopman. “Other fac- 
tors are the still strong American dollar 
relative to the Argentine peso and Cana- 
dian dollar, aggressive marketing by major 
grain competitors, and Soviet problems in 
earning hard currency for more farm 
imports.” (1) 


[Based largely on information provided by 
economist Robert Koopman of the Interna- 
tional Economics Division, Economic 
Research Service.] 
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Farm Forecasters Answer: 


What’s Ahead? 





66 he farm sector is making the nec- 

essary adjustments to position 
itself for modest gains in the late 1980's and 
beyond.” 


This is one of the conclusions presented in 
a recent briefing for top USDA officials. The 
briefing, prepared by several economists of 
USDA's Economic Research Service, 
delved into the origins and the likely out- It has been the pain of adjusting to the dra- 
comes of the current farm financial situa- matically different financial and economic 
tion environment of the 1980's that has come to 
It is the view of these economists that the  e called the “farm crisis.” 

strong market signals of the 1970's—sig- 
nals that encouraged rapid expansion in 
production, the excessive bidding up of land 


The adjustments now occurring 
will continue to force some 
farmers out of the sector in the 
next few years... 





The consensus of the economists is that 
something similar to these new, slower 
growth conditions—rather than those of the 
values, the accumulation of large debts, 1970's—is likely to prevail through the 
and increasingly intensive use of productiv- = remainder of this decade and into the 
ity-boosting inputs—had a limited life span. 1990's. 

Agriculture's response to those transitory 
signals, they say, left many farmers highly 
vulnerable to what was probably an inevita- 
ble return to more sustainable conditions. 


Whai’s Ahead? 
What does this imply for agriculture in the 
months and years ahead? The analysts 
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Although $270 Billion in Equity Has Been Lost Since 1980, the Leveling Off of Debt 
and the Shift to a Lower Asset Structure May Be the First Essential Steps Toward 
Recovery 
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recognize that the consequences of agri- 
culture's financial stress are not over—that 
some farmers who held on through the last 
few years will be squeezed out in the next 
few, and that depressed rural communities 
cannot expect a quick recovery. 


On a more positive note, however, they 
agree that a major portion of the underlying 
adjustments seem to have already been 
made. These include lower production 
costs and land values, a reduction in the 
sector's debt burden, more favorable dollar 
exchange rates on world markets, and the 
implementation of policies designed to 
improve the competitiveness of U.S. export 
commodities. 


Although the repercussions will continue, 
many of the economic adjustments still 
occurring are going to be less severe than 
those already experienced, says Ron 
Meekhof, the ERS economist who directed 
the briefing. 


Here is Meekhof's summary of what he and 
the other analysts had to say about pros- 
pects for the future: 


© Adjustments are well underway in the 
farm sector to a lower asset and cost struc- 
ture that is consistent with the general eco- 
nomic and world agricultural setting of the 
1980's. This year will mark the first time 
since the early 1930's that farmers cash 
expenses have dropped for 2 consecutive 
years. 


® These adjustments should leave the sec- 
tor in considerably better financial condition 
and poised for modest growth by the end of 
the decade. Farm policy, as reflected in the 
1985 farm bill, will play an important role in 
providing income support for the sector 
throughout this period. As agriculture 
makes the transition from the 1970's 
environment of rapid demand growth, high 
inflation, and low real interest rates to the 
slow demand growth, low inflation, and 
higher real interest rates of the 1980's, the 
aggregate measures of the sector's perfor- 
mance will improve. 


® Nevertheless, the gains from this transi- 
tion are not expected to materialize fully 
until late in this decade. In the next 2 or 3 
years, some farmers are likely to be forced 
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from the sector by economic circum- 
stances; farm financial institutions will con- 
tinue to suffer financial stress; the real 
wealth of the sector may decline further; 
and farm communities dependent on agri- 
culture will be hard pressed to share in 
national economic growth. Financial prob- 
lems will continue until the production 
capacity of the sector is lowered to levels 
that are consistent with demand or until pro- 
duction costs and debt have fallen to levels 
that can be supported by income. 


Reducing Excess Capacity 

Agriculture's excess capacity and the out- 
look for demand growth are critical factors 
affecting the economic outlook for the sec- 
tor. Meekhof continues: 


@ The current situation of excess capacity 
in the farm sector should soon begin to 
ease. The growth in the use of inputs, 
especially fertilizers, has fallen significantly, 
and the growth in the volume of crops pro- 
duced per acre of U.S. cropland has fallen. 
Investment in machinery and structures 
has been below replacement levels since 
1981 and should also act to curtail produc- 
tivity growth. Finally, the demand for new 
loans, which has already declined about 20 
percent, should continue to slow as farmers 
adopt less intensive production processes 
and other cost-cutting strategies. 


@ Demand for farm sector output should 
gradually improve as a result of continuing 
world economic growth and the decline in 
the exchange value of the U.S. dollar that 
began about a year ago. Lower commodity 
loan rates should also begin to enhance the 
competitiveness of U.S. crops. Export 
demand growth may reach 3 percent per 
year by the decade's end—still far below the 
8-percent annual growth of the 1970's. 
Domestic demand will grow slowiy. 


© Farm sector income, returns, and liquidity 
should begin to improve as many of the 
above developments occur. However, sig- 
nificant gains are not expected in the near 
term. Net farm income is likely to be in the 
$26-$30 billion range in 1986 and 1987, 
while net cash income is expected to 
remain near last year's record high, reflect- 
ing large government farm payments. At 
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. . . but the adjustments hold 
promise for those who are not 
overburdened by debt and for 
those younger people who may 
eventually decide to enter 
farming. 





least 2 years of demand growth will be 
required to draw down existing commodity 
stocks to normal levels. Land values appear 
to be bottoming out in some parts of the 
country, and current rates of return to farm- 
land have climbed back to levels consid- 
ered near-normal by historical standards. 


“Farm financial stress,” Meekhof adds, 
“reflects an inability of many farmers to ser- 
vice debt load from current earnings. These 
repayment problems have been made crit- 
ical by a fundamental readjustment of asset 
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values, resulting in an overall loss in owners 
equity of around $270 biilion since 1980. 
Because of this loss (primarily in land), their 
equity can no longer shield many farmers 
from their debt repayment problems. 
Cumulative losses in equity have put some 
farmers into technical insolvency, as land 
values have dropped below outstanding 
loan balances.” 


For farmers already in this situation—and 
96 percent are not—the future doesn't hold 
much promise of relief, he says. But the 
adjustments now occurring do hold prom- 
ise for those who are not overburdened by 
debt, for those who manage to get their 
debts under control, and for those younger 
people who may decide to enter farming. C1) 


[Based on materials provided by economist 
Ron Meekhof of the Agriculture and Rural 
Economics Division, Economic Research 
Service.] 
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| Initiating Change 
in the Philippines 


he new Philippine government inher- 

ited a nation beset with economic and 
agricultural problems that are begging for 
attention. Even though some recovery pro- 
grams are underway, revitalizing the na- 
tion's struggling economy is a task that 
could take years to accomplish. 


That's the assessment of economist Leslie 
Ross of USDA's Economic Research Ser- 
vice. It's too soon to tell, she says, how 
much the policies of Corazon Aquino will 
differ in practice from those of her prede- 
cessor, Ferdinand Marcos. What is clear, 
though, is that the new government has its 
work cut out for it—even if peace can be 
made with both the Communist-inspired in- 
surgents and the factions still loyal to Mar- 
cos 


On the economic front, the problems in- 
clude: a projected budget deficit that could 
total about $1.2 billion by the end of the 
year; a current annual inflation rate of about 
23 percent; difficulty in attracting additional 
foreign credit and investment; low world 
prices and earnings for major Philippine 
exports; and declining real incomes for a 
poor, but growing, population of around 55 
million 


Moveover, since 1984 the Philippine gross 
national product (a measure of the strength 
of the economy) has declined, in sharp con- 
trast to the growing economies of most 
other Asian nations. 


In agriculture, equally tough problems exist. 
These include a demand for land reform, 
low crop yields, a depressed livestock sec- 
tor, and the need to keep retail food prices at 
affordable levels while providing price in- 
centives necessary to encourage farmers 
to increase their productivity. 


Finally, explains Ross, the weak economy 
has dampened the consumer's ability to 
buy higher valued agricultural products and 
reduced the country’s ability to pay for 
imported production inputs needed by Fil- 
ipino farmers. 


Rapid Expansion, Mounting Debt 

But not all of the nation's economic woes 
can be fixed on the previous government. 
To some extent, the Philippines was caught 
in the same economic expansion trap as 
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other developing nations. It borrowed heav- 
ily in the favorable credit environment of the 
1970's to finance roads, irrigation projects, 
and power plants. 


But rising oil prices and interest rates, cou- 
pled with weaker markets for Philippine ex- 
ports, helped turn a growing economy into a 
faltering one. In 3 years, the foreign debt 
nearly doubled, reaching about $25 billion 
in 1984. 


Ultimately, a financial rescue package was 
worked out between Philippine authorities 
and the International Monetary Fund (IMF) 
—but not before unemployment averaged 
15-20 percent and inflation climbed to 
around 40 percent. 


Economic conditions, says Ross, were be- 
ginning to threaten the nation’s political sit- 
uation. In 1985, about 70 percent of the 
population—with an average annual in- 
come of about $600—was estimated to be 
living below the poverty line. 


“Dealing with these underlying and un- 
resolved problems will be the biggest chal- 
lenge facing the new administration,” 
predicts Ross. But for the Philippines, an 





Foreign Debt Payments Account for a 
Large Portion of Philippine Export 
Earnings 
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island nation about the size of Nevada, eco- 
nomic progress—especially for the trou- 
bled manufacturing sector—will not come 
easy. 


Declining Industrial Output 

The nation’s major industries are centered 
around processing and assembly opera- 
tions. Key industrial exports include tex- 
tiles, electronics, furniture, and processed 
wood products. However, since 1984 man- 
ufacturing output has fallen off. Some in- 
dustries are in need of new or revitalized 
markets. 


Ross notes that the nation’s factories and 
assembly centers are currently operating 
below 50 percent of full capacity. Moreover, 
she says, the Philippine tax system has 
long protected some industries. The result 
has been some industrial inefficiency and a 
tendency to keep needed capital from 
reaching other sectors of the economy. 


To help put the Philippines back on its feet 
financially, the Aquino government is con- 
centrating on agriculture—the economy's 
largest employment generator—to lead the 
way. 


About half of the country’s workforce of 19 
million is engaged in some type of farming 
or the marketing of farm products. In 1985, 
about 28 percent—$9 billion—of the gross 
national product of $32 billion was gener- 
ated by agriculture. 


The Philippines has about 12 million acres 
of farmland. Its major food crops are rice 
and corn. Secondary food crops include co- 
conuts, cassava, onions, beans, bananas, 
and mangoes. 


Last year, Filipino farmers harvested 
around 40 million tons of food crops, includ- 
ing about 5 million tons of milled rice and 3 
million of corn. But, in recent years, the 
country has imported rice because of bad 
weather and inadequate producer price 
incentives. Most farmers are in need of in- 
creased credit, technical assistance, better 
market channels, and fertilizer. 


To help pay for these improvements, the 
new government needs to encourage agri- 
cultural investment, expand production of 
both food and cash crops, and refinance its 
foreign debt, says Ross. 
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Commercial Crop Expansion 
While specifics have yet to be announced, 
the Aquino government says it plans to de- 
velop new cash crops that will add to the 
country’s export earnings. Palm oil and trop- 
ical fruits are some possibilities. 


Currently, the Philippines exports sugar and 
is the world’s leading exporter of coconuts. 
Other leading farm exports include pineap- 
ple products, bananas, tobacco, coffee, 
and lumber. Last year, the total value of the 
nation’s commercial crop exports was $1.2 
billion, including $556 million for coconuts 
and $190 million for sugar. 


Agricultural exports made up about one- 
fourth of the total Philippine export earnings 
of about $4.6 billion. However, notes Ross, 
the country has an immediate and impor- 
tant need for new foreign markets—namely, 
for coconuts and sugar. 


Recently, low world prices and a world glut 
of vegetable oils have hampered Philippine 
coconut exports. Though the nation’s copra 
output rebounded significantly from a 
weather-damaged 1984 crop and totaled 
about 1.9 million tons last year, the price of 
coconut oil—the most valuable of coconut 
byproducts—dropped from a 1984 peak of 
about $1,400 per ton to $395 by the end of 
1985. 


According to Ross, the nation’s sugar in- 
dustry also remains in turmoil. Sugar pro- 
duction is projected to total about 1.4 million 
tons in 1985/86, down 21 percent from the 
1984/85 total of 1.8 million tons. Producers 
are cutting back because of declining do- 
mestic and foreign demand, especially from 
their largest customer—the United States. 


Last year, Philippine exports to the United 
States totaled about $1.6 billion, including 
$455 million worth of agricultural goods. 


But recently the United States has been 
buying less. Philippine sugar exports to the 
United States amounted to about 315,000 
tons in 1985, down from 367,000 tons in 
1984. Coconut oil exports were about 
311,000 tons in 1985, compared with 
316,000 tons in 1984. 


“If the Philippines is hoping to use its tradi- 
tionally strong agricultural base as a means 
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The current debt crisis will 
dominate overall Philippine 
policymaking for years to 
come. 





to improve the economy,” she notes, “new 
government policies must be formed that 
will help promote exports.” 


A Rural Environment 

About two-thirds of Filipinos live in a rural 
environment—an important reason why the 
Aquino administration wants to make agri- 
culture a cornerstone for its economic 
recovery plans. 


But the farm sector has long been ham- 
pered by a lack of capital, a need for land 
reform, and monopolies in the sugar and 
coconut industries. 


In 1984/85, the Marcos government began 
to deal with some of these problems by 
shifting agricultural policy from an empha- 
sis on maintaining low consumer prices to 
one of stimulating domestic production. Re- 
tail price ceilings were removed from rice, 
chickens, eggs, and pork. Moreover, corn 
self-sufficiency plans had been underway 
since the early 1980's. The plan's aim was 
to curb imports of corn and other feed 
grains. 


According to Ross, the new government 
has stepped back from many of the pre- 
vious administration's policies. However, it 
has adopted a policy of limiting corn and 
rice imports in order to support local farm- 
ers. 


This policy, she notes, will not severely 
affect U.S. farm exports to the Philippines. 
Last year, U.S. farm sales amounted to 
$292 million, down from $318 million in 
1984. 


Still, “even if revised agricultural policies 
can provide some relief, the current debt 
crisis will dominate overall Philippine pol- 
icymaking for years to come,” says Ross. 


New Investment Critical 
The key to sustained economic growth, she 
suggests, lies in the Aquino administra- 





tion's ability to attract additional credit and 
encourage domestic and foreign invest- 
ment. In the past, many investors shifted 
their money abroad because of the un- 
stable political environment. 


To bring this capital back into the country 
and create a more conducive atmosphere 
for foreign investment, she notes that a 
sound political and economic base must be 
restored. 


The Philippine economy could grow about 
2 percent in 1986. But this growth depends 
in part on the outcome of the new govern- 
ments ability to negotiate a revised standby 
agreement with the IMF. A new agreement 
could result in the release of about $580 
million in frozen loan money and new credit 
from commercial banks. 


Moreover, the Aquino government hopes to 
obtain more foreign aid from the nation’s top 
three contributors—the United States, Ja- 
pan, and Australia. But the outlook for this is 
mixed. Though military and economic aid 
from the United States totaled about $1 bil- 
lion in 1985, budget concerns have made 
additional aid unlikely. 


Ross notes that so far the Aquino govern- 
ment has received strong support from the 
Philippine business community and some 
international lenders because of efforts to 
create a favorable business environment. 
Many banks and corporations previously 
owned by the government are being sold, 
and a breakup of the sugar and coconut 
monopolies is underway. 


But sustained economic growth probably 
won't happen until the foreign debt crisis is 
checked, interest rates are lowered, and 
inflation goes down. 


“The new government has moved cau- 
tiously to initiate change during its limited 
time in office, but overall policy goals are 
still being developed,” says Ross. “Some 
reform is underway, but political conditions 
must stabilize before real progress can 
begin.” 

[Based on information supplied by econo- 
mist Leslie Ross of the International 
Economics Division, Economic Research 
Service.]} 
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Crop Watch 


Preliminary Outlook for the 1986/87 Season: Smaller U.S. Production and a Pickup in 
Export Volume, But Lower Farm Prices and a Further Buildup in Corn Stocks 
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